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COMMONWEALTH OF VIRGINIA

STATE CORPORATION COMMISSION
AT RI CHMOND, JUNE 15, 2000
COVWWONVWEALTH OF VIRG NI A
At the relation of the
STATE CORPORATI ON COWM SSI ON CASE NO. PUE980814
Ex Parte: In the matter of
considering an electricity

retail access pilot program —
Anerican Electric Power — Virginia

FI NAL ORDER

On March 20, 1998, the State Corporation Conm ssion
("Comm ssion") entered an Order establishing an investigation
requiring various parties to performactivities and provide
information to assist the Comm ssion in noving forward in the
evolving world of electric utility restructuring.® Anong ot her
things, this Oder required Anerican Electric Power-Virginia
("AEP- VA" or "the Conpany") and Virginia Electric and Power
Company ("Virginia Power") to begin work toward inplenenting at
| east one retail access pilot program ("Pilot Progrant) each.
On Novenber 2, 1998, AEP-VA and Virginia Power filed Pil ot

Progranms in Case No. PUE980138.

! This Order and other related docunents may be found in Conmonweal t h of
Virginia ex. rel. State Corporation Conm ssion, Ex Parte: In the matter of
requiring reports and actions related to i ndependent system operators,
regi onal power exchanges and retail access pilot prograns, Case

No. PUE980138.



http://www.state.va.us/scc/contact.htm#General

On Decenber 3, 1998, the Conm ssion established three
separ ate dockets, one each for the consideration of AEP-VA' s and
Virginia Power's Pilot Programs? and a docket to consider the
adoption of interimrules to govern issues conmon to both
natural gas and electricity retail access pilot prograns,
including certification, codes of conduct, and standards of
conduct governing relationships anong entities participating in
such programs ("Pilot Program Rul es").® The Decenber 3, 1998,
Order Establishing Procedural Schedule in this matter, Case
No. PUE980814, assigned the case to a Hearing Exam ner, set a
hearing for June 22, 1999, and established a schedule for the
filing of testinony, protests, and other documents in this case.
The Order al so required AEP-VA to publish throughout its service
territory notice of the inpending hearing and information on
partici pation.

By Hearing Examner's Ruling dated June 8, 1999, the
evidentiary hearing was reschedul ed to Novenber 9, 1999, and

ot her procedural dates were noved to accommodate the filing of a

2 The docket for consideration of Virginia Power's Pilot Programis
Commonweal th of Virginia At the relation of the State Corporati on Conm ssion

Ex Parte: In the matter of considering an electricity retail access pil ot
program — Virginia Electric and Power Conpany, Case No. PUE980813. A Fina
Order in this case was issued April 28, 2000, Docunent Control No. 000440141.

3 The docket for consideration of rules applicable to both natural gas and
electricity retail access pilot prograns is Conmonwealth of Virginia At the
relation of the State Corporation Conm ssion, Ex Parte: In the matter of
establishing interimrules for retail access pilot prograns, Case

No. PUE980812. A Final Oder in this case was issued May 26, 2000, Docunent
Control No. 000530236.




revised Pilot Programand to allow the parties tine to anal yze
and respond to this revised filing.

The hearing was conducted on Novenber 9-10, 1999, before
Hearing Exam ner Howard P. Anderson, Jr. Anthony Ganbardell a,
Esquire, and Janes R Bacha, Esquire, represented AEP-VA at the
hearing. Kodwo Ghartey-Tagoe, Esquire, and Karen L. Bell,
Esquire, appeared on behalf of Virginia Power. Edward L.
Petrini, Esquire, represented the A d Dom nion Conmmttee for
Fair Uility Rates ("ODC').* John F. Dudl ey, Esquire, appeared
on behalf of the Ofice of the Attorney General, D vision of
Consuner Counsel ("Attorney General"). Marleen L. Brooks,
Esquire, represented The Potomac Edi son Conpany, d/b/a All egheny
Power. Robert Onberg, Esquire, and John Pirko, Esquire,
appeared as counsel for the Virginia Cooperatives.® M Renae
Carter, Esquire, and WIlliam H Chanbliss, Esquire, represented

the Comm ssion Staff ("Staff"). Mchel A King appeared pro se.

* Menbers of the O d Donminion Conmttee are: Cel anese Acetate, LLC, Dan River
MIlls; First Brands Corp.; Ceorgia-Pacific Corporation; Goodyear Tire &
Rubber Conpany; Giffin Pipe Products Co.; Lorillard, Inc.; R R Donelley;
Rock-Tenn; and Geif Bros./Virginia Fibre Corporation.

°> The Virginia Cooperatives is a group consisting of A&N El ectric Cooperative;
BARC El ectric Cooperative; Community Electric Cooperative; Craig-Botetourt

El ectric Cooperative; Mecklenburg El ectric Cooperative; Northern Neck

El ectric Cooperative, Inc.; Northern Virginia Electric Cooperative; Powel |

Val l ey Electric Cooperative; Prince George El ectric Cooperative; Rappahannock
El ectric Cooperative; Shenandoah Valley Electric Cooperative and Sout hsi de

El ectric Cooperative, Inc.; Ad Domnion Electric Cooperative; and Virginia,
Maryl and & Del aware Associ ation of Electric Cooperatives.



Enron Energy Services, Horizon Energy Conpany d/b/a Exel on
Energy and Exel on Managenent & Consulting, the National Energy
Mar ket ers Associ ation, and Washi ngton Gas Li ght Conpany filed
notices of protest but did not file protests and did not
participate in the hearing. The Southern Environnental Law
Center filed both a notice of protest and protest but did not
participate in the hearing.

AEP-VA's Pilot Program as proposed, would allowa limted
nunber of custoners to select an alternative electricity
supplier as part of a transition to full retail choice. Phase |
of the proposal, which had been scheduled to begin on or about
June 1, 2000, would involve about two percent (2%, or 50 MWV of
the Conpany's Virginia jurisdictional |oad. Phase Il, schedul ed
to begin on March 1, 2001, would increase participation to ten
percent (10%, or 250 MWV of the Virginia jurisdictional | oad.
AEP- VA expects that, by the start of Phase I, the Conpany w |
have sufficient infrastructure and information systens in place
to be able to accommpdate the expansion. The Pilot Program
woul d be available to all custoner classes throughout the
Conmpany's entire service territory. The Pilot Program al so
woul d i nclude a conponent for pre-aggregated | oads to encourage
participation by smaller energy users and would utilize
proj ected market prices based upon historical whol esale prices

as found at the "into" G nergy hub.



The Staff reconmended increasing the size of Phase | of the
Pilot Programto five percent (5% of AEP-VA' s jurisdictional
| oad. Like the Conpany, the Staff agreed that the projected
mar ket price for generation should be based upon historical
whol esal e data but proposed a nethod whereby prices fromfive
hubs or trading areas would be used to cal cul ate projected
mar ket price. Additionally, though the Conpany sought to
subtract from projected nmarket prices the cost of transmtting
electricity to various hubs, the Staff's proposal nade no such
adj ust nent .

The Staff al so requested gui dance concerni ng whet her AEP-
VA's proposed $5 fee for customers who switch between
conpetitive service providers ("CSPs") would violate the rate
cap provisions of 8 56-582 of the Code of Virginia. The Staff
requested that the Conpany be required to report on a nunber of
Pilot Programrel ated issues, including market share information
of participating CSPs and, where available, a conparison of
mar ket offers by participating CSPs. Finally, the Staff
advocated the use of a negative wires charge as necessary to
conply with the statutory provisions of 8 56-583 A of the Code

of Virginia.®

® The Conpany strongly objected to the Staff's proposed use of a negative
Wi res charge, arguing that a negative wires charge would violate provisions
of the Virginia Electric Uility Restucturing Act ("Restructuring Act"),
88 56-576 to -595 of the Code of Virginia. The Conpany asserted that wires
charges, to the extent they exceed zero, are intended to allow the incunbent



The Attorney Ceneral requested that the Pilot Programsize
be increased during Phase | to enconpass five percent (5% of
AEP-VA's overall custonmer |load, with an additional two percent
(2% set aside for aggregation. The Attorney General advocated
that Phase Il of the Pilot Program begin in January 2001 instead
of March 2001 as the Conpany proposed. The Attorney Ceneral
al so argued that eligibility was unevenly distributed anong
custoner cl asses and that nore residential and small comerci al
custoners should be allowed to participate in the Pilot Program
Concerni ng projected market price for generation, the Attorney
General contended that if whol esal e market prices are higher
t han AEP-VA' s unbundl ed generation rates, no custoners woul d
| eave AEP-VA's system The Attorney General contended that
projected market prices should reflect retail, rather than
whol esal e, market prices. The Attorney Ceneral also recommended
using historical price data based on data fromthe Pennsyl vani a-
New Jer sey- Maryl and i nterconnection with a futures adjuster to
project future market prices. The Attorney Ceneral did not
oppose conpetitive netering and billing for |arge custoners

during the Pilot Program The Attorney General took no position

utilty to collect its stranded costs and that crediting a negative wres
charge agai nst AEP-VA's distribution revenues would result in cost-shifting
bet ween the generation and distribution functions, also violating the
Restructuring Act.



concerni ng whet her negative wires charges should be all owed
during the Pilot Program

ODC advocated increasing Phase | of the Pilot Programto
five percent (5% of the Conpany's |oad and starting Phase Il of
the Pilot Programon January 1, 2001. ODC urged that AEP-VA's
allocation of Pilot Programl|oad to each custoner class should
be expanded proportionally to accomodate this increase. ODC
al so requested that an individual Large Power Service ("LPS")
custoner be allowed to seek conpetitive supply for up to 30 MW
of its load. Wile ODC agreed that custoners should be
permtted to self-supply ancillary services pursuant to AEP-VA's
tariffs on file wwth the Federal Energy Regul at ory Conmm ssi on
("FERC'), ODC urged that AEP-VA should renove the costs
associated wth those services fromthe wires charge for each
custoner. Finally, concerning the projected market price for
generation, ODC proposed that a factor for capacity be included
in the calculation of the market price.

Virginia Power urged that the Conm ssion reject the Staff's
proposal for a negative wires charge. Virginia Power also
advocated rejection of the ODC and Attorney CGeneral proposals
for determ ning projected market price, claimng that these
alternative nethods would artificially inflate market prices,

t hereby distorting economc signals to custonmers concerning

whether it would benefit themto shop in the conpetitive market.



M chel King argued that the Comm ssion should reject AEP-
VA' s proposal for special distribution charges for prospective
Pilot Program participants where these participants are served
by special distribution facilities. He also advocated that the
Comm ssi on should reject AEP-VA' s proposal to require interval
meters for all Pilot Program custoners wth average nonthly
billing demands of 200 MNWor nore. M. King further requested
that the Conm ssion order AEP-VA to use | anguage throughout its
Pilot Programtariff to reflect the Conpany's liability for
equi pment "which is not owned, installed or maintained by the
Conpany" (enphasis added).’ Finally, M. King agreed with the
use of a negative wires charge.

Al | egheny Power did not provide its own witness for the
heari ng but expressed its concern over the Staff's negative
w res charge proposal. The Cooperatives, |ikew se, did not
provide a witness for the hearing but observed the hearing to

educate themsel ves about Pilot Program matters.?®

" The Conpany's proposed Pilot Programtariff reads in pertinent part, "owned,
installed and maintained . . ." (enphasis added). Exhibit BLT-2
Attachment |, at 8.

8 Tr. at 32. Rappahannock El ectric Cooperative has filed its own application
to conduct a conpetitive retail access pilot program Docunents pertaining
to its proposal can be found in Application of Rappahannock El ectric
Cooperative For Approval of an Electricity Retail Access Pilot Program Case
No. PUEO00088.




On March 10, 2000, the Hearing Examiner issued his Report.?®
H s findings were as foll ows:

(1) AEP-VA's Pilot Program as nodified [in
the Hearing Exam ner's Report], should be
adopt ed;

(2) Participation in Phase | of the Pilot
Program shoul d be set at a |l evel not greater
than 5% of the Conpany's Virginia
jurisdictional custoners;

(3) Consuner Counsel's [Attorney General's]
proposal that Phase | of the Pilot Program
be increased to 5% of annual kW sal es plus
an additional 2% of the annual sales for
residential and small commercial classes as
a mninmum set-aside for aggregated | oads
shoul d be deni ed;

(4) ODC s proposal to increase
participation limts for individual LPS
custoners from 15 MNVto 30 MWV shoul d be
deni ed;

(5) Participation in Phase Il of the Pilot
Program shoul d remain at 10% of the
Conpany's Virginia jurisdictional custoners
and commence on or about March 1, 2001;

(6) Staff's proposal for a negative wres
charge shoul d be deni ed;

(7) The projected market prices for
generation should be determ ned foll ow ng
t he net hodol ogy set forth [in the Report];

(8) The projected nmarket prices should be
determ ned 90 days prior to the beginning of
each phase of the Pilot Program

® Report of Howard P. Anderson, Jr., Hearing Exaniner, issued March 10, 2000,
Docurment Control No. 000320181 (hereinafter "Hearing Examner's Report").



(9) The projected market price should not
contain adjustnents related to the Conpany's
transm ssi on costs;

(10) Unbundled transm ssion rates for the
Pil ot Program should reflect the FERC QATT
[ Open Access Transm ssion Tariff].

D fferences between the FERC OATT and the
Conpany's jurisdictional unbundl ed

transm ssion cost of service should not be
treated as a transition cost;

(11) Conpetitive nmetering and billing
services should be permtted only for |arge
commercial and industrial customers during
the Pilot Program

(12) The Conpany should report information
on a sem annual basis to Conm ssion Staff
regarding alternative netering and billing;

(13) The ternms and conditions of the Pil ot
Program shoul d be nodified to conmply with
the rul es adopted by the Comm ssion in Case
No. PUE980812;

(14) The Conpany should provide Staff with
detailed data relating to its bal anci ng and
settl ement procedures;

(15) The Conpany should not be required to
report information to Staff regardi ng market
offers to the extent this information is
avai l able to the general public;

(16) The Conpany's proposed $5.00 switching
fee shoul d be denied. The Conpany should
conpile data pertaining to the costs
associated wth switching custonmers between
CSPs and report this information to Staff;

(17) The Conpany's charges for neter
accuracy testing should remain as set forth
in the Conpany's current tariff;

(18) Except as specifically addressed
herein, the Conpany should report on a

10



sem annual basis all information requested
by Staff;

(19) The Conpany should not be allowed to
assess special distribution charges,

di stribution surcharges, or prepaynent of

ot herwi se anortized distribution charges
absent a contract or special agreenent;

(20) The Conpany should be allowed to
require interval nmeters for all custoners

wi th average nonthly billing demands of

200 kWor greater; and

(21) The Conpany's | anguage pertaining to
liability for any loss, injury, or danage to
persons or property caused by equi prment
which is not owned, installed and nui ntained
by the Conpany is reasonabl e.

The Hearing Exam ner recommended that the Conmm ssion enter
an order adopting his findings, approving AEP-VA' s Pil ot Program
as nodified in the Hearing Exam ner's Report, and dism ssing the
case fromthe Conm ssion's docket of active cases.

On March 31, 2000, AEP-VA, Virginia Power, the Attorney
CGeneral, ODC, and the Commi ssion Staff filed comments and
exceptions to the Hearing Exam ner's Report. On April 6, 2000,
M chel King filed Cooments on the Hearing Exam ner's Report
along with a Request for Leave to File Comments on Hearing
Exam ner's Report Qut of Tine.

AEP- VA supported the Hearing Exam ner's recommendati on not
to inpose a negative wires charge. The Conpany argued that,

where the projected market price of generation is greater than

t he capped generation rate of the incunbent utility, there is no

11



"mat hemati cal conundrunt as the Hearing Exam ner descri bed;

8 56-583 A sinply does not apply. The Conpany al so advocat ed
that the Hearing Exam ner's Report not be read to all ow
distribution rates to be adjusted dowmmward to of fset a projected
mar ket price that is higher than the incunbent electric
utility's capped generation rate. AEP-VA continued to support
basi ng the projected market price for generation upon historical
whol esal e prices as found at the "into" G nergy hub and took
issue wth the Hearing Exam ner's recommendation to include the
TVA hub in the nethodol ogy. AEP-VA al so nmaintai ned that

transm ssion costs to deliver power to trading hubs should be
deducted from generation revenues devel oped using the Conpany's
projected market prices. The Conpany also clainmed that the

Comm ssion should permt recovery of the difference between the
Conpany's FERC QATT rates and the unbundled Virginia
jurisdictional transm ssion rates. The Conpany contended that

t he Comm ssion should renove inter-class subsidies from present
rates and should reject basing Pilot Programtariffs on the
rates as approved in the settlenent agreed upon in the Conpany's

| ast rate case.!® The Conpany argued that Staff Wtness E. B

10 See Final Order, Commonwealth of Virginia At the relation of the State

Cor poration Comm ssion, Ex Parte: |Investigation of Electric Industry
Restructuring — Appal achi an Power Conpany, issued February 18, 1999, Docunent
Control No. 990220234, in Case No. PUE960301. The actual stipulation is

Exhi bit A to the Mtion for Consideration of Stipulation in this case and was
filed on January 11, 1999, Docunent Control No. 990110223.

12



Raju's cal cul ations of settlenent rates was incorrect. AEP-VA
urged that the Pilot Program size remain as originally proposed
to mnimze the cost of "throw away" systens, short-terminterim
solutions that would not be used to support retail access on a
|l ong-term basis. Regarding ancillary services, the Conpany
argued that it should not be required to deduct conpetitive
ancillary services fromthe wires charge cal culation. The
Conpany al so urged the Conm ssion to allow conpetitive netering
and billing for all custoner classes. AEP-VA clarified that it
di d not oppose direct contracts between nmetering and billing
provi ders and custoners. |Instead, the CSP shoul d coordi nate
Pilot Programenrollnent so there would not be nmultiple
enrol Il mrent transactions for a single custonmer. The Conpany
continued to advocate the collection of a $5 fee for custoners
who switch CSPs during the Pilot Program

Virginia Power supported the use of historical short-term
spot market prices, without a retail adder, when devel oping the
projected market price for generation, and agreed with the
Hearing Exam ner's recommendati ons concerning w res charges.
Virginia Power urged the Comm ssion to adopt AEP-VA' s proposed
adjustnent for transm ssion |osses, transm ssion charges, and
ancillary service charges when determ ning projected market
prices for generation. Virginia Power also argued that no

i ncunbent utility should be required to nake netering and

13



billing services open to conpetitors as part of a Pilot Program
Concerning the $5 fee for customers who switch between CSPs
during the Pilot Program Virginia Power asserted that this is a
fee for a new service and thus the rate cap provisions of § 56-
582 A 3 do not apply.

The Attorney CGeneral took issue with the Conpany's proposed
met hod for determ ning class participation. Wile AEP-VA had
attenpted to allocate class participation by bal anci ng several
factors including denmand, energy, and nunber of custoners per
class, the Attorney General contended that this allocation was
inequitable to residential and small commercial custoners, and

thus violated the Restructuring Act.

The Attorney Ceneral
agreed with the Hearing Exam ner's recomrendation that Phase |
of the Pilot Program should include at |east five percent (5%
of the Company's total Virginia jurisdictional |oad but
continued to advocate that Phase | include another two percent
(29%9 of annual sales as a set-aside for aggregated | oads.
Concerning projected market price, the Attorney General urged
that historical prices should be adjusted, plus or mnus ten
percent (10%, for reasonably expected future price inflation or

deflation. The Attorney General also argued that the Conm ssion

should not all ow AEP-VA to recover, as an adder, the difference

11 See § 56-577 A 2 b of the Code of Virginia.
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bet ween the Conpany's FERC QATT transmi ssion rate and the
transm ssion costs enbedded in the Conpany's Virginia
jurisdictional retail rates. The Attorney Ceneral supported the
Hearing Exam ner's recomendation to use the settlenent rates
fromthe Conpany's | ast base rates case to devel op pil ot
tariffs, stating that the Conpany's proposed unbundling
met hodol ogy inplies that inter-class subsidies have been found
to exist, when the Conm ssion has nmade no such determ nation
The Attorney CGeneral also supported the Hearing Exam ner's
recommendation that conpetitive netering and billing should not
be permtted for small conmmercial and residential custoners
participating in the Pilot Program because this may
unnecessarily confuse participants instead of boosting
confidence in retail choice. Finally, the Attorney Ceneral
urged that custoner class participation data provided to the
Staff should be reported in a publicly available form

ODC supported the Hearing Exam ner's proposal to increase
the size of Phase | of the Pilot Programto five percent (5% of
AEP-VA' s jurisdictional |oad. ODC also urged the Comm ssion to
adopt the Hearing Exam ner's recommendation to follow the
Conpany' s bal anci ng net hod for allocating each custoner class'
eligibility for Pilot Program participation. ODC asserted that
t he Comm ssi on need not deci de upon a net hodol ogy for

determ ning projected market price if it accepts the Hearing

15



Exam ner's reconmendation that the wires charge should be set at
zero. However, if the Conm ssion should decide otherw se, ODC
recomended that projected market price be based upon the "all -
in" cost of generation, which includes capital costs, operation
and nmai nt enance expenses, overhead, and fuel. ODC al so argued
that the Conm ssion should adopt the Hearing Exam ner's
recommendation that AEP-VA permt the self-supply of ancillary
services if self-supply is permtted under the FERC QATT and
that the revenue requirenent for all six ancillary services
shoul d be renoved from AEP-VA's wires charge cal cul ati ons.

The Comm ssion Staff took issue with the Hearing Exam ner's
recommendation to use the C nergy and TVA hubs when determ ni ng
the projected narket price for generation, claimng that the
Staff's proposed five-hub approach already takes into account
the fact that the Conpany may not be able to achi eve the maxi num
on-peak price for increnental power. The Staff supported the
Hearing Exam ner's recommendation to disallow any adjustnent to
projected market price for transm ssion wheeling costs and
agreed with the Hearing Exam ner that conpetitive netering and
billing should be permtted for |large conmmercial and industri al
custoners but sought clarification regarding exactly which
cl asses of custoners were included in these categories. The
Staff affirmed its position that Pilot Programtariffs should

utilize the rate structure reflected in Case No. PUE960301.

16



Finally, the Staff stated that it would not at this tine
advocate the use of a negative wires charge due to recent
amendnents to the Restructuring Act.

M chel King supported the reconmmendati ons concerni ng
i ncreasing Phase | of the Pilot Programto five percent (5% of
the Conpany's jurisdictional custoners; utilizing nore than one
trading hub for determ ning projected market price; using
unbundl ed transm ssion rates that reflect the FERC OATT; and
denyi ng AEP-VA' s request to assess special distribution charges,
di stribution surcharges, or to require prepaynent of otherw se
anortized distribution charges absent a contract or speci al
agreenent. M. King requested clarification on the latter
i ssue, urging the Comm ssion to require AEP-VA to unbundl e the
rates in existing contracts wth custoners who are served by
special distribution facilities so that these custoners wll
have the necessary information to participate in the Pil ot
Pr ogr am

Concerni ng whet her custoners using greater than 200 kW of
energy should have to purchase interval neters, M. King
asserted that the Conpany does not need nore accurate
information than it currently receives and that requiring
custoners to purchase interval neters would create a barrier to
conpetition. M. King also urged that, if the Comm ssion

accepts the Hearing Exam ner's recomendati on that negative
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W res charges should not be allowed during the Pilot Program
t he Comm ssion should require AEP-VA to propose an alternative
mechani sm for preventing over-recovery of net stranded costs.

NOW THE COW SSI ON, havi ng considered the record, the
Hearing Exam ner's Report, the comments and exceptions to the
Hearing Exam ner's Report, and the applicable law, is of the
opi nion and finds that we should adopt in part the findings and
recomendations set forth in the Hearing Exam ner's Report, as
di scussed bel ow.

The General Assenbly has established an anbitious schedul e
for the inplenentation of custonmer choice and the devel opnent of
conpetition for the generation conponent of retail electric
service. In light of this schedule, the Pilot Program serves a
nunber of purposes. First, the Pilot Program should stinmulate
retail access, custonmer choice and conpetition. Second, the
Pil ot Program should be part of the transition to full custoner
choi ce and conpetition. Third, the Pilot Program should help
identify actual and potential operating problens between and
anong i ncunbent utilities, CSPs, aggregators, and custoners, as
wel | as possible solutions. Fourth, the Pilot Program shoul d
help identify areas and operations that nmay limt or inhibit the
devel opment of conpetition and possible solutions and ways to
enhance conpetition. These purposes have been inportant

considerations in our establishment of the AEP-VA Pilot Program
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Applicability

At the outset, we note that this Final Oder addresses
i ssues related only to the Conpany's Pilot Program The
deci sions nade and reports required herein on various issues are
designed to make the Pilot Program as effective as possible and
to provide the Conm ssion with the data necessary to |learn as
much as possi bl e about the conpetitive energy narketplace before
the start of full-scale retail choice. The paraneters
established herein will termnate at the end of the Pil ot
Program period. As necessary in the future, the Conm ssion wll
reexam ne these paraneters and any other issues that arise to
determne their applicability to the start of full-scale
custoner choi ce.

Pilot Program Size, Timng, and O ass Allocation

The Hearing Exam ner recommended that Phase | of the Pil ot
Program shoul d be conposed of up to five percent (5% of AEP-
VA's jurisdictional load. He found that increasing this |evel
fromtw percent (2% would not present a significant technica
hardship for the Conpany because its corporate parent, Anmerican
El ectric Power Conpany Inc. ("AEP"), is devel oping an
infrastructure in its Chio service territory that will provide
the capability to deal with a nuch higher nunber of potenti al
participants in retail choice in that state. The Hearing

Exam ner al so found that, since custoners throughout AEP-VA's
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service territory will be eligible to participate in the Pilot
Program the geographic spread of potential Pilot Program
participants will nmake it nore difficult for CSPs to be
profitable. He recommended increasing the nunber of potenti al
participants to dilute the negative inpact of the geographic
size of the Pilot Programand attract potential CSPs to the
Pil ot Program

He al so recommended that Phase Il of the Pilot Program
shoul d start on or about March 1, 2001. He stated that it would
strain AEP' s resources to start Phase Il of the Pilot Program on
January 1, 2001, since this is the start date of full retai
choice in Ghio. The delay, according the Hearing Exam ner,
woul d all ow the Conpany tine to ensure that its Information
Technology ("IT") infrastructure is working smoothly and to
mnimze the short-terminterimsystens it nay need to serve
Virginia s customers.

We find that we shoul d adopt the Hearing Exam ner's
recommendation in full in this regard. W find that setting the
Phase | Pilot Program|evel at five percent (5% may attract
nore CSPs at the start of the Pilot Program W also find that
Phase Il of the Pilot Program should start on March 1, 2001, and
shoul d involve ten percent (10% of the Conpany's Virginia

jurisdictional | oad.
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Sone parties expressed confusion, in their coments and
exceptions to the Hearing Exam ner's Report, concerning the
al location of class participation in the Pilot Program®® This
confusion stens fromtwo statenents in the Hearing Exam ner's
Report, the first of which reads, "[T]he Conpany's nethodol ogy
used to determ ne custoner participation |levels should be
adopt ed because it bal ances each factor in an effort to provide
equitable participation levels for custoners of all sizes and

nl3

cl asses. The second statenment reads, "The Conpany shoul d

of fer equal proportions of load for pilot participation in each

participating rate class."

These statenments nay appear
confusi ng because, as proposed, the Conpany all ocated
participation by class based on a bal ancing of factors including
ener gy, demand, and nunber of custoners in each class. This

met hod created different participation |evels for each cl ass.

For exanple, as proposed, Phase | of the Pilot Program would

i nvolve two percent (2% of the Conpany's jurisdictional | oad.

But this did not nmean that 2% of each class' |oad necessarily

12 Conmments of the O d Donminion Conmittee for Fair Utility Rates on the
Hearing Exam ner's Report, filed March 31, 2000, Docunent Contr ol

No. 000410012, at 4-9; Coments on the Hearing Exami ner's Report by the

Di vi sion of Consumer Counsel, Ofice of the Attorney CGeneral, filed March 31,
2000, Document Control No. 000410021, at 1-5.

13 Hearing Exaniner's Report at 7.

4 1d. at 7-8.
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woul d participate.! The parties expressed confusion concerning
whet her the Hearing Examner's Report indicated that class
participation should be allocated by | oad or by the Conpany's
proposed bal anci ng techni que.

W find that class participation should be allocated
proportionally based upon the total nunber of kWh for each class
for this Pilot Program Thus, five percent (5% of the kWh for
each cl ass should be subject to conpetition in Phase |I. W wll
not adopt the Attorney Ceneral's suggestion that we set aside an
additional two percent (2% for aggregated |loads. Finally, we
will also reject the suggestion of ODC that an individua
custoner's participation | evel be increased from1l5 MNVto 30 MWV
I ncreasi ng the Conpany's proposed limt as ODC requests may
allow a few custoners to domnate Pilot Program participation

Proj ected Market Price for Generation

The Hearing Exam ner found that projected market prices for
generation should be cal cul ated using the higher of the daily
hi storical spot market prices found at the G nergy and TVA hubs
for a specified tinme period. He stated that this nethodology is

straightforward and elimnates the need for many assunptions. '®

1 Qut of the 50 MW allocated to retail choice during Phase |, the Conpany
proposed to allow up to 8 MNWof |oad fromthe residential and smal
comercial class, 2 MNWof pre-aggregated | oad, 5 MNof the commrercial | oad,
and 35 MW of industrial load to be subject to conpetitive supply.

8 For exanple, if the Attorney General's suggested retail adder method were
used, the Hearing Exam ner found that problens would arise concerning the
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He selected the G nergy and TVA hubs because AEP has direct
transm ssi on access and trades through these hubs. The Hearing
Exam ner explained that this two-hub nmethod al so woul d account
for transm ssion constraints and the fact that the Conpany wl |
not al ways achi eve the maxi num on-peak price for its increnenta
power. He further found that prices should not be adjusted to
account for transm ssion and ancillary service costs, concluding
that such treatnent is consistent wwth the "for generation”
| anguage of the Restructuring Act.?’
W find that, for purposes of the Pilot Program it is
appropriate to base projected market prices on whol esal e
hi storical spot market purchases of electricity. The question
of which hubs to use when considering historical spot market
purchases was an i ssue of sone debate throughout this case.
AEP-VA is a subsidiary of AEP, a conpany that is a
sophi sticated trader in nunmerous energy markets. Evidence in
the record reflects that AEP has access to as many as 16 or 17
trading hubs or areas.!® The Staff proposed a nethod that woul d

utilize the highest daily prices found at five of these areas.

continually changi ng nature of forward-I|ooking prices and the arbitrary point
intinm at which the values of forward-I|ooking prices would be selected. See
Hearing Exami ner's Report at 9.

17 Section 56-583 A of the Code of Virginia consistently refers to "projected
mar ket prices for generation . . ." (enphasis added).

8 See tr. at 170-71; Exhibit HVS 11, Attachnent 2.
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Even if the Staff's five-hub nmethod were used, presumably there
woul d be tinmes when the Conpany could and woul d trade at sone of
the 11 or 12 other trading areas for higher prices than at the
five areas the Staff used in its analysis. This reality of

mar ket activity dilutes the concern that the Staff's five-hub
met hod assunes the Conpany could al ways sell into the highest-
priced trading hub or area.

We understand the Conpany's concern, however, and find that
for this Pilot Program the projected nmarket price for
generation should be set by considering the market prices at
each of the five trading hubs or areas used in the Staff's five-
hub nmethod, i.e., at the C nergy, TVA, "into" Conkd, "into" ECAR
Nort hern, and "into" MAIN Southern hubs or trading areas. W
wi |l base the projected market price on the average of the two
of these five trading areas with the hi ghest market prices.

This method aneliorates AEP-VA s concerns about the
assunption that the Conpany could always sell into the highest
priced hub and accounts for the Conpany's access to 16 or 17
energy trading markets. W are not unm ndful of the Conpany's
contention that transm ssion constraints sonetines prevent sales
to the highest-priced trading area. However, periodic
transm ssion constraints are sinply part of the electric
transm ssion systemno nmatter what hub or trading area a conpany

selects and there is no way to elimnate this condition. W

24



bel i eve that our proposed nethod for determ ning market price
bal ances all of these considerations.

W will not adopt the proposed adjustnments related to the
Conpany's transm ssion | osses, transm ssion charges, and ot her
ancillary service costs. We find it inpossible to make such
adjustnents at this tine. As part of neeting its burden of
proof, AEP-VA was obligated to provide at |east enough evidence
to enable the Comm ssion to determ ne and anal yze the basis for
t hese costs. However, the record here was insufficient for any
party to analyze and for the Conm ssion to make any reasonabl e
determ nati on concerni ng what these costs were or how such costs
shoul d be treated in the calculation of projected market prices.
Information relating to transm ssion wheeling costs was first
mentioned in the Novenber 3, 1999, rebuttal testinony of Conpany
W tness Laura J. Thomas, submtted just six days prior to the
hearing.'® The anobunt of transmission wheeling costs to deliver
power to the Ci nergy hub was included in Ms. Thomas' schedul es.
When questioned about the source for these costs, Ms. Thonmas
referred to the direct testinony of Conpany w tness Dennis W
Bet hel . ?° However, the calculations referred to in M. Bethel's
testimony were the transm ssion and ancillary service revenues

required to supply power from AEP's generation facilities to

9 Exhibit LJT-18, schedule 2.

20 Tr. at 340, 345-46.
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! The transm ssi on and

AEP-VA's jurisdictional retail custoners.?
ancillary service costs that the Conpany actually seeks to
deduct fromthe hub market price, however, should be the costs
t he Conpany would incur to transfer power from AEP s generation
facilities to the appropriate hubs, such as the G nergy hub.
Thus, the record does not support a determ nation of the costs
AEP- VA nmust incur to ship power from AEP's generation facilities
to market hubs. In short, AEP-VA failed to carry its burden of
proof wth regard to these costs. Therefore, we are excluding
this adjustnment for these costs fromthe determ nation of
projected market prices for generation in the Pilot Program

We are cogni zant that the Virginia General Assenbly has
enacted | egislation that anmends 8 56-583 A of the Code of
Virginia to require that projected market prices for generation
be adjusted for the projected cost of transm ssion, transm ssion
line losses, and ancillary services subject to the jurisdiction
of the FERC, which the incunbent electric utility (1) nust incur
to sell its generation and (2) cannot otherw se recover in rates
subject to state or federal jurisdiction.?® W direct that AEP-
VA work with the Commi ssion Staff to track and study any
transm ssion | osses, transm ssion charges, and other ancillary

service costs incurred during and related to its Pilot Program

2l Exhibit DWB-4, Schedul e 2.

22 2000 Va. Acts ch. 991.
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W will require AEP-VA to submt, on or before April 1, 2001, a
detailed report as to the magni tude and basis for these costs.
In this way the Comm ssion, the Conpany, and the public nmay be
better informed about how to quantify and consi der these costs
as we approach the start of statew de retail choice. The

Comm ssion wi Il provide the Conpany anple opportunity to present
its case in full with respect to these issues prior to the
advent of custoner choice on a permanent, full-scale basis.

We note that the Pilot Programoriginally was scheduled to
start on or about June 1, 2000. To give the Staff an
opportunity to work with the Conpany in setting the projected
mar ket price for generation and to allow the Conpany tinme to
conformits Pilot Programto the Pilot Program Rul es established
in Case No. PUE980812, we shall set a Pilot Programstart date

of Cctober 1, 2000. W wll not reset the projected market

price for generation for Phase Il of the Pilot Program Rather,
sixty (60) days before the start of Phase |, a projected market
price for generation will be set and will remain constant

t hroughout the Pilot Program

Transm ssion Costs and Transition Charges

The Restructuring Act sets out the formula for determ ning
W res charges, which may include just and reasonable transition
charges. AEP-VA proposes to develop its unbundled rates for

generation and the resulting wires charges in a manner that
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provides for the recovery of what it deens to be a transition
cost. Specifically, AEP-VA proposes to base charges for

transm ssion service associated with the Pilot Programon its
FERC OCATT. These charges are expected to produce a different
anount of revenue than that produced by the unbundl ed
transm ssi on conponent of the Conpany's Virginia jurisdictional
retail rates. Consequently, AEP-VA believes that the difference
bet ween the FERC QATT based rates and the transm ssion conponent
of retail rates should be treated as a transition cost.

Under 8 56-583 A of the Code of Virginia, wires charges are
the sumof (i) the difference between the incunbent utility's
capped unbundl ed rates for generation and the Comm ssi on-
determ ned projected market price for generation, plus (ii) just
and reasonable transition costs. The sumof a utility's wres
charges, the unbundl ed charge for transm ssion and ancillary
services, the applicable distribution rates, and the Conm ssi on-
determ ned projected market price for generation cannot exceed
the utility's total capped rate.

Whether to allow, as a transition cost, the recovery of the
di fference between the revenues based on the FERC OATT and the
Conpany's unbundl ed Virginia jurisdictional transm ssion rate

was a significant issue for some parties.? The Conpany stated

3 |n AEP-VA's Response to Hearing Exanminer's Report, AEP-VA urged the
Conmi ssion to allow recovery of these |ost transm ssion revenues. See AEP-VA
Response to Hearing Exam ner's Report, March 31, 2000, Docunent Contr ol
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that it needs to recover this difference because disall owance of
such recovery woul d effect a rate reduction. ?*

The Hearing Exam ner found that unbundl ed transm ssion
rates are subject to FERC regul ation and nust follow the FERC
QATT. He recommended that shortfalls between the FERC CATT and
the Conpany's Virginia jurisdictional cost of transm ssion
shoul d not be treated as a transition cost or be charged agai nst
t he generation conponent of rates because this would constitute
cross-subsidi zation or cost shifting by noving a transm ssion
cost into generation rates.?

This sanme issue was before us when considering Virginia
Power's Pilot Program As we said there, it appears that 8§ 56-
583 A assunes that the utility would recover the wires charges,
and the "charge for transm ssion and ancillary services, the
applicable distribution rates established by the Comm ssion and
the . . . projected market price for generation . . . ." Wile
t he Conpany would be at risk for whether it recovered the

"projected market prices for generation,"” the other elenents

No. 000410004, at 6-7. The Attorney General argued, to the contrary, that
these | ost transm ssion revenues should not be added to unbundl ed generation
revenues. See Comments on the Hearing Exam ner's Report by the Division of
Consumer Counsel, Ofice of the Attorney General, filed March 31, 2000,
Docunent Control No. 000410021, at 9-10.

24 See AEP-VA' s Response to Hearing Examiner's Report, filed March 31, 2000,
Docunent Control No. 000410004, at 7.

% See Hearing Examiner's Report at 12.
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appeared to be charges that it was assuned the utility would
routinely recover.

It appears that the Conpany will collect |ess revenue by
the application of the FERC QATT than it woul d have through the
transm ssi on conponent of the unbundled retail rate. It is not
cl ear whether this difference constitutes a "transition cost."
We will, however, treat it as such for this Pilot Program?® We
w || adopt the nethod proposed by the Conpany to achieve this,

t he residual nethod?’ of determ ning the unbundl ed generation
rate.

W will reexamne this entire issue, including the
propriety of the use of the residual nethod, in general, prior
to the transition to full custonmer choice. The review wll

focus on whether this difference is a true transition charge

26 W note that, unless there have been dramatic changes in market prices
since the hearing in this case, we expect that, even with this transition
charge, the cal cul ations that nust be nade to determ ne w res charges
pursuant to 8 56-583 A of the Code of Virginia will yield a negative nunber,
resulting in a wires charge of zero for pilot participants.

27 I n devel oping its unbundl ed rates including the unbundl ed generation
conmponent of rates, the Company began with a cost of service study that

devel oped unbundl ed production, transm ssion, distribution, energy, and
custoner related unit costs for the various rate classes. These results
were, however, not directly applicable to the devel opment of unbundl ed rates,
gi ven the Conpany's proposal to collect the difference between the FERC OQATT
and the Virginia jurisdictional transm ssion conmponent. To achieve this,
AEP- VA applied a residual nethod which generally subtracted the sum of the
customer and distribution unit costs produced by the cost of service study
and the FERC QATT based rates for transm ssion and ancillary services from
current rates for each class to determine a "residual” unbundl ed generation
rate. This unbundl ed generation rate was used to deternmi ne the w res charge.
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and, if so, when the "transition” will be conplete. W wll
al so exam ne the anmount of the difference.

When utilizing the residual nethod for determ ning AEP-VA' s
enbedded generation rate, it is inmportant to recognize that the
transm ssi on conponent of the enbedded generation cal cul ation
may be unstable. It can vary for any nunber of reasons. For
exanple, if the characteristics of the class change because
custoners enter or |eave AEP-VA's service territory, the cl ass-
specific load patterns crucial for calculating transm ssion
rates change. The transm ssion costs billed to a conpetitive
service provider as an AEP transm ssion custoner could al so vary
dependi ng on which custonmers in a class shop conpetitively for
electricity and how t hese shoppi ng custoners respond to market
price signals, e.g., whether they change usage patterns based on
the possibility of paying |lower prices during specific tinmes of
a day or nonth.

Accordingly, we will require AEP-VA to track and study the
nature and | evel of transm ssion revenues collected by the
Conmpany that are associated wth the Pilot Program The Conpany
must conpare these values to the anount of transm ssion revenue
it has forgone because retail custonmers have shopped in the
conpetitive electric market. AEP-VA and the Comm ssion Staff

shal |l work together in designing and conducting this study, the
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results of which shall be reported to the Comm ssion on or
before April 1, 2001.

W res Charges

The Hearing Exam ner found that the sum of the unbundl ed
charge for transm ssion and ancillary services, the applicable
distribution rate, and the projected narket price should be set
equal to the Conpany's capped rate for each custoner class,
whi ch woul d effectively result in a zero wires charge. Since
the tinme of the hearing in this case, the General Assenbly has
anmended 8 56-583 A of the Code of Virginia to read in part, "No
wi res charge shall be less than zero." Wile this is a Pilot
Program whose paraneters need not enbody all the particul ars of
the Restructuring Act, it is in the best interests of consuners,
suppliers, and incunbent utilities for the Pilot Programto
resenmbl e the near-termfull retail access conpetitive narket.?®
If a negative wires charge will not be allowed with the start of
full retail choice, it would only be confusing to have such a
feature in the Pilot Program Therefore, rather than allow a
negative wires charge during the Pilot Program we find that if
the statutory calculation for a custoner class yields a nunber
that woul d represent a negative wires charge, a situation which

we anticipate wll occur in this Pilot Program then the wires

2 Under the Restructuring Act, wires charges will cease to be collected
al t ogether on July 1, 2007.
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charge shall be set at zero (0) for that custoner class for the
duration of the Pilot Program

Conpetitive Metering and Billing

The Hearing Exam ner recommended that AEP-VA be permtted
to i nplenment conpetitive nmetering and billing for |arge
comercial and industrial pilot participants. He also
recomended that these custoners be allowed to contract for
conpetitive netering and billing services directly w thout
having a CSP as internediary. The Hearing Exam ner recomrended
that these conpetitive services not be offered to residential
and small commercial custoners because they nust be reliably
performed to avoid erosion of customer confidence in the retai
access market. The Hearing Exam ner further found that the
Conpany should track and report to the Comm ssion Staff
information on conpetitive activity related to alternative
metering and billing.

We find that, as part of the transition to retai
conpetition, conpetitive netering and billing should be open to
all custoner classes, not just |arge commercial and industrial
custoners. For those custoners selecting the conpetitive
metering and billing options, we will allow the Conpany to
provide credits, as proposed in the prefiled pilot tariffs,
based upon the margi nal cost AEP-VA would avoid by serving those

custoners. However, if such credits are to be given with the
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start of full retail access, we will reexam ne the basis of such
credits and will require the Conpany, at that tinme, to provide
t he anobunt and an anal ysis of such credits based upon margi nal

cost and average enbedded cost.

Concerni ng conpetitive billing, we find that there should
be three scenarios under which billing should occur in the Pilot
Program First, AEP-VA could provide one consolidated bill for

all services provided by the Conpany and CSPs. Second, a CSP
coul d provide one consolidated bill for all services provided by
itself and AEP-VA. Finally, both AEP-VA and each CSP could bil
for their own services. This decision effectively will be left
with the CSP, who nmay decide to enter the conpetitive generation
mar ket wi thout desiring to provide, or wiwthout the ability to
provide, billing services for itself or for AEP-VA. The Conpany
did not propose that it would performa billing consolidation
function for the Pilot Program but we will require the Conpany
to do so where a CSP elects not to provide its own billing
servi ces.

The Hearing Exam ner recommended that custoners shoul d be
able to contract directly for conpetitive nmetering and billing

9

services.?® VWile we do not disagree with this reconmendation in

2 |n AEP-VA's Response to Hearing Exaniner's Report, filed March 31, 2000,
Docurment Control No. 000410004, the Conpany stated that it does not oppose
direct contracts between netering and billing service providers and Pil ot

Program custoners. Rather, assuming that such direct contracts exist, the
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principle, we realize that it is likely these services wll be
part of a bundled package offered by a CSP. W expect a
custoner to be able to select fromanong the conpetitive
metering and billing options provided by a CSP. For exanpl e,
depending on a CSP's capabilities, a custonmer nay be able to
sel ect whether to use consolidated billing froma CSP or whet her
to receive separate bills fromthe CSP and AEP-VA. Simlarly,
we do not expect that a custonmer will be able to select a
conpetitive nmetering provider autononously at the start of the
Pil ot Program However, depending upon a CSP's offerings, a
custoner may be able to elect to receive service fromone of
several conpetitive nmetering providers with which the CSP does
busi ness. As the Hearing Exam ner recommended, we will require
the Conpany to track and report information related to
conpetitive netering and billing so that we nmay observe and
eval uate the devel opnent of conpetition in these narkets.

Ancil lary Services

The Pilot Program proposal envisions that participants wll
be able to self-supply all ancillary services that can be
conpetitively supplied under the Conpany's FERC QATT. The
record contains discussion concerning whet her AEP-VA renoved the

costs of all ancillary services fromthe Conpany's cal cul ati on

Conpany requested that the CSP providing the generation service to the Pil ot
Program custoner be the point of contact with AEP-VA. See pp. 10-11.
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of the embedded generation rate.3 The Hearing Exam ner found
that there was insufficient evidence in the record to determ ne
i f AEP-VA had, in fact, renoved these costs fromthe enbedded
generation rate. He recommended that, if these costs had not
al ready been deducted fromw res charges, the Conpany shoul d
del ete them

We agree with the Hearing Exam ner that AEP-VA should be
required to permt the self-supply or third-party supply of
ancillary services in accordance wth the Conpany's FERC QATT.
Addi tionally, we conclude that all ancillary services should be
renmoved fromany wires charge calculation to the extent such
services are obtained fromthe Conpany. W find that there is
evidence in the record that the Conpany renoved fromthe wres
charge cal culation the costs for only two of the six ancillary

services.3 |f custoners obtain the remaining ancillary services

30 See, e.g., Coments of the A d Dominion Committee for Fair Uility Rates on
the Hearing Exam ner's Report, filed March 31, 2000, Docunent Contr ol

No. 000410012, at 21-24; AEP-VA' s Response to Hearing Exam ner's Report,
filed March 3, 2000, Docunent Control No. 000410004, at 9-10.

31 See, e.g., Exhibit LJT-6, at 4-5, stating "The capped generation conponent
for each custoner class was determ ned using a revenue requirenment conputed

as the current bundl ed revenue requirenent less . . . (ii) estimted revenue
under the FERC OATT, including ancillary services required to be purchased
fromthe Conpany."™ FERC Order 888 only requires transm ssion customers to

purchase ancillary services (1) and (2) fromthe transm ssion provider, in
this case AEP. Pronoting Whol esal e Conpetition Through Open Access Non-

Di scrimnatory Transm ssion Services by Public Uilities and Recovery of
Stranded Costs by Public Utilities and Transmtting Uilities, Order No. 888,
61 FR 21,540 (May 10, 1996), FERC Stats. & Regs. 1 31,036 (1996) (Order

No. 888), order on reh'g, Oder No. 888-A 62 FR 12,274 (March 14, 1997),
FERC Stats. & Regs. § 31,048 (1997) (Order No. 888-A), order on reh' g, Oder
No. 888-B, 81 FERC | 61,248 (1997), order on reh'g, Oder No. 888-C, 82 FERC
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from AEP- VA pursuant to the Conpany's OATT and nust al so pay for
the four services through wires charges, custoners would
effectively be paying twi ce for services received only once.
Therefore, the Conpany's nethodol ogy could potentially result in
a double collection of costs associated with certain ancillary
services. Wile such a double collection wuld be clearly
inperm ssible, we note that this will be a noot point if the

Wi res charges are set at zero as will be the case unl ess narket
prices have dropped significantly fromthe level reflected in
the record here.

Renoval of Subsi di es Anmong Cl asses

The issue of inter-class subsidies first arose in AEP-VA's
| atest base rates case, Case No. PUE960301. The Conpany
proposed to unbundle its rates, placing class subsidies in the
capped generation conponent. The Conpany further proposed that
existing inter-class subsidies be elimnated as soon as
possi bl e.

The Hearing Exam ner found that the rates based upon the
settlenment in Case No. PUE960301, as reflected in Staff w tness

2

E. B. Raju's testinony in this case,* should be used to

determine Pilot Programtariffs. He found that these rates

1 61,046 (1998), appeal docketed, Transm ssion Access Policy Study G oup, et
al. v. FERC, Nos. 97-1715 et al. (D.C. Gr.).

%2 Exhi bit EBR-9.
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accurately reflect the settlement total and per class revenues
as approved by the Comm ssion in Case No. PUE960301 and that, to
the extent the amount of any subsidy should be renpved, such
renmoval should await the Conpany's next rate case.

We agree with the Hearing Exam ner that the settl enent
rates reflected in M. Raju's testinony should be used. In
attenpting to renove the alleged subsidies for the residential,
sanctuary worshi p, and outdoor |ighting classes, the Conpany
i ncreased the distribution conponent of rates for these cl asses,
thereby effecting a rate increase.* This increase cannot occur,
however, because the rates agreed upon in Case No. PUE960301 are
frozen through Decenber 31, 2000. |In that case the Conpany
proposed to renove inter-class subsidies over a three-year
period, but this proposal was not part of the settlenent agreed
upon by the Conpany and ot her parties and was not approved by
the Comm ssion. Renoval of any class subsidies may be proposed
in the Conpany's next base rates case.

Proposed Fees

AEP- VA proposes collecting a $5.00 switching fee to be
charged when a customer sw tches between two CSPs during the
Pil ot Program The Conpany deens this to be a "transition cost"”

but proposes that individual custoners creating this cost shal

33 Exhibit LJT-6, at 7 and Schedul e 1.
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bear it. The Hearing Exam ner recomrended that this fee shoul d
be denied but that the Conpany should collect data recording the
actual cost of perform ng the switching services, which data
woul d be provided to the Staff sem annually. The Hearing
Exam ner found that there is no statutory provision for
collecting a transition cost except through the w res charge.
According to the Restructuring Act, the wires charge nust be
devel oped on a class basis because the cost of generation varies
anong custoner classes. The Hearing Exam ner found that it is
not appropriate to charge individual customers within a class
different wires charges to collect this transition cost.

Section 56-582 A 3 of the Code of Virginia provides:

The capped rates established under this
section shall be the rates in effect for
each incunbent utility as of the effective
date of this chapter, or rates subsequently
pl aced into effect pursuant to a rate
application filed by an i ncunbent electric
utility with the Comm ssion prior to
January 1, 2001, and subsequently approved
by the Comm ssion, and made by an i ncunbent
electric utility that is not currently bound
by a rate case settlenent adopted by the
Comm ssion that extends in its application
beyond January 1, 2002. The Conmm ssion
shal | act upon such applications prior to
commencenent of the period of transition to
custoner choice, and capped rates determ ned
pursuant to such applications shall becone
effective on January 1, 2001. Such rate
application and the Conm ssion's approval
shal | give due consideration, on a forward-
| ooki ng basis, to the justness and
reasonabl eness of rates to be effective for
a period of tine ending as late as July 1,
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2007. The capped rates established under
this section, which include rates, tariffs,
el ectric service contracts, and rate
prograns (including experinental rates,
regardl ess of whether they otherw se would
expire), shall be such rates, tariffs,
contracts, and prograns of each incunbent
electric utility, provided that experinental
rates and rate prograns nay be closed to new
custoners upon application to the
Conmi ssi on. **

This issue was before us when considering Virginia Power's
Pilot Program As we stated there, the rate cap | anguage is
broad and definite; no exceptions are created for new or
i ncreased expenses incurred because of custoner choice.

Mor eover, el sewhere in the Restructuring Act, where new costs
are to be allocated to others, the General Assenbly was quite
specific.® Thus, new charges for customers cannot be created or
i nposed sinply because custoner choice creates or increases
costs to incunbent utilities. Were, however, a utility is
providing a new service, wth new costs, a new charge may be
appropri ate.

AEP-VA' s proposed $5 fee for customers who switch between
CSPs during the Pilot Programis not a fee for a new service.

This is a part of the cost of custoner choice. Such swtching

fees shall not be all owed.

34 This statute has recently been anended in a way that does not inpact our
analysis of this issue. See 2000 Va. Acts ch. 991.

3% See, e.g., § 56-594 of the Code of Virginia.
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Met er Testing Charge

AEP- VA proposes to include a $15 charge for testing single
phase nmeters and a $40 charge for testing poly phase neters when
these tests are requested by a Meter Service Provider. The
Hearing Exam ner found that the new charges should be denied
because they are simlar to services currently provided under
AEP-VA' s tariffs. Thus, the Conpany may charge $15 for testing
a single phase nmeter and $30 for testing a poly phase neter as
reflected in the current tariffs. W agree with the Hearing
Exam ner that AEP-VA should followits currently tariffed prices
for these services.

Load Profiling

AEP- VA proposes to use statistical l|oad profiling and
bal anci ng techni ques to predict hourly | oads expected to be
served by each CSP on a day-ahead basis. The Conpany wl |
measure and record the actual power that each CSP delivers into
t he AEP-VA systemon that day. Then, using actual hourly | oads
for custonmers utilizing interval data recorders and using total
energy consunption and estimated | oad profiles for smaller
custoners, AEP-VA will| calculate the actual hourly | oad
responsibility for each supplier. AEP-VA w | then arrange
financial settlenment with any deviations priced out according to

AEP- VA' s FERC QATT.
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The Hearing Exam ner concurred with the Staff that this
approach is reasonable. The Hearing Exam ner recomrended t hat
the Staff nonitor the results of the Conpany's | oad bal anci ng
and financial settlement process and that AEP-VA should provide
the Staff with detailed information relating to its bal ancing
and settl enent procedures. Like the Hearing Exam ner, we find
this is a reasonabl e approach and we will adopt the Hearing
Exam ner's recommendations for |oad profiling, balancing, and
settl enment.

Reporting Requirenents

The Hearing Exam ner found that AEP-VA should report on al
the information referenced in Attachnent 1 to Staff Wtness

Di ane Jenkins' prefiled testinony, 3

with few exceptions. The
Hearing Exam ner found that the Conpany should report sem -
annually to the Staff on information concerning market share
that the Conpany keeps in its normal course of business. The
Hearing Exam ner al so found that AEP-VA should not be required
to conpile and report information conparing market offers if
such information is public information or is not kept in the
Conpany's normal course of business.

W agree that the Conpany should provide all the data

listed in Ms. Jenkins' testinony, with the exceptions as noted

% Exhibit DW-8.
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by the Hearing Exam ner. The first report shall be due at the
end of Phase | of the Conpany's Pilot Program wth future
reports due every six nonths thereafter. W wll need this
information to evaluate the effectiveness of the Pilot Program
and to resolve, for the start of full retail choice, any
probl ens that may have arisen during the Pilot Program W wll
al so direct the Conmpany to track and provide, as part of its
report on custoner participation, the nunber of custonmers who
initially indicate interest in the Pilot Program but who do not
select a CSP. Such data will allow us to eval uate how many
custoners either lost interest in the Pilot Program or
affirmatively decided to remain under AEP-VA s capped rates
rather than to select a CSP

Regardi ng the market share and market offer information, we
find that, if this information is necessary to evaluate the
Pilot Programand is not supplied in regular reports, we nmay
have to require the Conpany to provide this or other information
in the future.

O her Consi derati ons

Several of our conclusions are based in part on AEP-VA's
current FERC OQATT. To the extent that any FERC rate or policy
changes in the future, various aspects of the Pilot Program may

need to be changed accordingly.
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Additionally, this Pilot Program nust conformto the Pil ot
Program Rul es established in Case No. PUE980812. Wthin thirty
(30) days, the Conpany shall file with the Comm ssion's Staff a
plan to conformits Pilot Programto the Pilot Program Rul es.

We note that sone of those rules refer to the Virginia

El ectronic Data Transfer Wrking Goup ("VAEDT"), a body

organi zed to develop electronic standards for all participants
inthe Virginia electric industry. This group also may consi der
busi ness rules or practices that govern the el ectronic standards
it develops. To the extent required by the Pilot Programrules,
we expect the Conpany to conformits Pilot Programto such
standards and practices as recommended by the VAEDT.

Accordingly, I'T IS ORDERED THAT:

(1) The April 6, 2000, Request for Leave to File Comrents
on Hearing Exam ner's Report, filed by Mchel King, is hereby
gr ant ed.

(2) The March 10, 2000, Hearing Exam ner's recommendati ons
are hereby adopted except as nodified herein.

(3) The Pilot Program shall begin on Cctober 1, 2000, and
shall end when the participants are allowed to choose their
conpetitive suppliers on a non-pilot basis.

(4) The size of the Pilot Programshall be adjusted to the
| evel recommended by the Hearing Exam ner, with Phase Il of the

Pil ot Program begi nning on March 1, 2001.
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(5) dass participation for the Pilot Program shall be
all ocated proportionally based upon the total nunber of kWh for
each cl ass, as discussed herein.

(6) Pilot Programenrollnent shall be determ ned based on
t he maxi mum anmount of kWh that actually has been enrolled by
CSPs. Custoners indicating interest in the Pilot Program but
not selecting a CSP shall not be counted agai nst the total
nunmber of custoners eligible to select a CSP

(7) The projected nmarket price for generation shall be set
by considering the market prices at each of the five trading
hubs or areas used in the Staff's nethodol ogy, with projected
mar ket prices based on an average of the two of these five
trading areas with the highest market prices.

(8) As discussed herein, AEP-VA shall work with the
Comm ssion Staff to track and study its current transm ssion
| osses, transm ssion charges, and other ancillary service costs
and submt a detailed report of these costs and the basis
therefor on or before April 1, 2001.

(9) The projected market prices for generation shall be
established by the Comm ssion Staff and AEP-VA, in accordance
with the principles set forth in this Oder, sixty (60) days
prior to the start of Phase | of the Pilot Program and shal

remain in effect for the duration of the Pilot Program
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(10) Unbundled transm ssion rates for the Pilot Program
shall reflect the Conpany-determ ned transm ssi on conponent by
cl ass based on the FERC QATT.

(11) As discussed herein, AEP-VA shall work with the
Comm ssion Staff to design and conduct a study of the nature and
| evel of transm ssion revenues the Conpany collects that are
associated with the Pilot Program and shall conpare these
revenues with the anount of transm ssion revenues the Conpany
has forgone from custonmers choosing conpetitive suppliers. AEP-
VA shall report its findings to the Conm ssion on or before
April 1, 2001.

(12) If the wires charge calculation set forth in 8§ 56-

583 A of the Code of Virginia results in a negative nunber, AEP-
VA's wires charges shall be set at zero (0) for the duration of
the Pilot Program

(13) Conpetitive netering and billing shall be allowed for
all custonmer classes as discussed herein.

(14) Billing for Pilot Program participants shall occur
ei ther by AEP-VA providing one consolidated bill for all energy
services, by a CSP providing one consolidated bill for al
energy services, or by both AEP-VA and CSPs billing for their
own services. The choice of billing nethod and neter service
provider shall be left to the CSP and, where applicable, to the

cust oner.
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(15) The settlenment class rates of return as reconmmended by
t he Hearing Exam ner shall be used when determ ning Pil ot
Programtariffs.

(16) The Conpany shall not charge a fee for sw tching
custoners between conpetitive service providers.

(17) Meter testing charges for the Pilot Program shal
follow the currently tariffed prices as reconmended by the
Heari ng Exam ner.

(18) Load profiling, balancing, and settlenent procedures
for the Pilot Programshall follow the guidelines recomrended by
t he Hearing Exam ner.

(19) As discussed herein, AEP-VA shall file reports at the
end of Phase | and every six nonths thereafter for the duration
of the Pilot Program These reports nust contain all data as
recomended by the Hearing Exam ner, including information
concerning the devel opnment of conpetitive nmetering and billing
options, as well as data regarding the nunber of custonmers who
initially indicate interest in the Pilot Program but who
continue to take service under the Conpany's capped rates.

Mar ket share and market offer information may be requested if
necessary to evaluate the Pilot Programand if not supplied in
regul ar reports.

(20) AEP-VA shall pronptly notify the Conm ssion of any

proposed changes to its FERC QATT.
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(21) The Conpany shall file wwth the Comm ssion's Staff a
plan to conformthe Pilot Programto the Pilot Program Rul es
adopted by the Comm ssion in Case No. PUE980812 within thirty
(30) days of this Oder

(22) AEP-VA shall file updated rates, rules and regul ations
and terns and conditions of service for the Pilot Program in
conformty with this Order, at |east sixty (60) days before the
start of Phase | of the Pilot Program

(23) This matter shall remain open for the receipt of
reports by AEP-VA and for other matters concerning the Pil ot

Program as they may ari se.
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